
(85)

CHAPTER 2
CHINA’S TECHNOLOGY DEVELOPMENT AND

IMPLICATIONS FOR THE U.S. DEFENSE
INDUSTRIAL BASE 

INTRODUCTION 

This Chapter examines the trajectory of China’s technology de-
velopment and the implications this has for U.S. economic competi-
tiveness and national security. It focuses in particular on the role 
that U.S. trade and investment plays in China’s technology indus-
tries and the impacts China’s advancements in these areas have on 
U.S. technological leadership and the U.S. defense industrial base. 
China’s technology development has affected U.S. technology sectors 
at an unexpected pace and poses potential vulnerabilities to the 
supply of important components of the U.S. defense industrial base. 

China’s comprehensive and coordinated strategy for technology 
development guides the rapid pace by which it is establishing itself 
as a center of technology production and, increasingly, technology 
innovation. Through a mix of preferential trade and investment 
policies, government subsidies, and other policies favoring domestic 
industries and production, China has made the development of its 
technology sectors a national priority. Attracting U.S. and other in-
vestment into China has been an important component of this 
strategy, particularly where transfers of technology and know-how 
have accompanied this investment. 

U.S. technology industry leaders have increasingly warned of the 
challenges that China and other developing economies pose to U.S. 
technology leadership and called for a national strategy to main-
tain U.S. technology competitiveness. They have made clear that 
technology leadership is vital to the long-term health of the U.S. 
economy and to U.S. military superiority. 

Maintaining leadership in technological innovation is critical to 
U.S. national defense. The Department of Defense (DoD) has come 
to rely on the private sector for certain technology developments, 
while the private sector is moving offshore much of its industrial 
and technology production and some of its technology design and 
research and development. This is taking place concurrently with 
China’s growing position at the center of the technology supply 
chain, raising the prospect of future U.S. dependency on China for 
certain items critical to the U.S. defense industry as well as vital 
to continued economic leadership. 

The Department of Defense transformed its acquisition model to 
reflect the globalized nature of the defense industrial base. While 
the new model analyzes the availability of key technologies to 
maintain a strong defense, it may not adequately consider the long-
term effects on the defense industrial base of the offshoring of 
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industries that, while not classified as critical technologies, none-
theless may impact defense and homeland security operations. 
Current developments in the software and integrated circuits 
industries are worrisome cases in point.

SECTION 1: CHINA’S HIGH-TECHNOLOGY DEVELOPMENT 

Key Findings 
• Science and technology (S&T) development is the centerpiece of 

China’s comprehensive strategy to build national power. As a re-
sult, the Chinese government has a comprehensive, coordinated 
strategy for S&T development, which it began to implement in 
the mid 1980s with the 863 Program. This strategy translates 
into government policies to encourage growth and investment in 
key industries, among which are the software and integrated cir-
cuit industries. Such policies include foreign investment incen- 
tives, tax incentives, government subsidies, technology standards, 
industrial regulations, and incentives for talented Chinese stu-
dents and researchers studying and working overseas to return 
to China. Many of these policies make it difficult, if not impos-
sible, to achieve a level playing field in this area of U.S.-China 
trade and jeopardize long-term U.S. leadership in this vital 
sphere. 

• China has become central to the global supply chain for tech-
nology goods of increasing sophistication, and its technology re-
search and development activities are steadily and substantially 
expanding. This central role grants China increased leverage in 
global systems of technology production. 

• The technology that China is developing and producing is in-
creasing in sophistication at an unexpectedly fast pace. China 
has been able to leap frog in its technology development using 
technology and know-how obtained from foreign enterprises in 
ways other developing nations have not been able to replicate. 
This rapid advancement is evident in the level of technologies 
that make up China’s fast-growing trade surplus with the United 
States in Advanced Technology Products (ATP), which increased 
by 72 percent from 2003 to reach $36 billion in 2004. 

• External investment is an important source of capital, manage-
ment, and technology for China’s technology sector. While total 
U.S. investment in China has been significant, Taiwan remains 
China’s largest external investor, accounting for about half of 
total FDI in China, and is a major investor along with Japan and 
South Korea. Taiwanese investment in China remains con-
centrated in the technology sectors.1

• China has made virtually no discernable improvement in the en-
forcement of its intellectual property rights (IPR) laws, despite 
the fact that the Chinese government has enacted laws to 
strengthen protection of IPR. Pirated IP provides cheap inputs to 
fuel further technological growth, but some analysts state that as 
China develops its own technologies, domestic parties may insist 
on better IP protection. However, as China’s domestically de-
signed technologies grow, there are also concerns that the gov-
ernment may selectively protect domestic IP while providing in-
adequate resources to protect foreign IP. 


